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Low inflation rate no reason 
to expand the QE purchase 
program 
Eurozone inflation remains seemingly unfazed by the ECB's 
quantitative easing policy. Six months since the 1.14 trillion 
euro bond-purchasing program was launched, the rate of 
inflation within the eurozone is still hovering close to zero. 
Nevertheless, the ECB should refrain from any rash measures 
and make a clear decision not to expand the bond-purchasing 
program any further. 

It would appear that the ECB is not quite as good at accurately steering 
inflation in the short term as many had hoped. The Eurostat flash estimate put 
the annual rate of inflation within the euro area at 0.2% in August, unchanged 
on July. Although the European Central Bank has already been buying up 
govern-ment bonds and other securities worth EUR 60bn on a monthly basis 
since March of this year in an explicit attempt to ward off the risk of deflation, 
the rate of inflation has barely risen over the last six months and is still 
lingering close to the zero mark. The development in the 5y5y forward inflation 
swap rate – the ECB's preferred gauge of inflationary expectations – is also 
likely to provide cause for concern. This rate came in at 1.60% last week, the 
lowest level seen since February 2015. By way of comparison, in early July the 
swap rate stood at 1.85%. The inflation barometer therefore suggests that 
eurozone inflation rates will continue to trend below the ECB's target of close 
to 2% in the medium term. 
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Although its inflation strategy is failing to have the desired effect, the ECB's 
Governing Council should adopt a “steady-hand” policy and opt not to take 
any new monetary policy measures at its meeting scheduled for Thursday. 

First, we remain skeptical as regards the need for the purchase program, and, 
as a result, also as regards its prospects of success. In our view, the low rate of 
inflation in the eurozone reflects the necessary adjustment processes in the 
former crisis countries. By contrast, there are no signs of any deflationary 
trends. As a result, administering a higher dose of the wrong medicine would 
be unlikely to improve the chances of success of the ECB's strategy. The risks 
and side effects of the expansionary monetary policy on the other hand – such 
as the hunt for returns and risk appetite on the financial markets – would 
likely become more pronounced. 

Second, the low inflation in the eurozone is currently due largely to external 
factors and special effects, with falling energy prices, in particular, pushing 
inflation down. The price of Brent crude oil has fallen by 24% since the start of 
June. Given this rapid plunge in oil prices, the fact that the annual rate of 
inflation in August did not slip into negative territory is rather astounding. 
Stripping out the energy component, the rate of inflation would have already 
bounced back to 0.9%.  

Third, the ECB should not be tempted to step up its measures in response to 
the current concerns regarding a Chinese economic slowdown and its possible 
impact on the global/eurozone economy either. While the EMU economic re-
covery is not a glittering success story, upping the monthly purchases would 
only risk reinforcing concerns over the economy and having the opposite 
effect. What is more, the low inflation rates are expected to boost private 
consumption in the eurozone, at least partially offsetting a possible slowdown 
in export demand from abroad.  

If ECB President Mario Draghi wants to step things up a gear, he should limit 
this approach to his verbal statements for the time being and hint at potential 
measures that could be taken should deflationary trends emerge. At the same 
time, however, the ECB President would also be well advised to emphasize that 
there is clearly no need for such measures as things stand at present. 
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. About 
85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength 
and solidity to help them make the most of financial opportunities and to avoid and safeguard themselves against 
risks. In 2014, around 147,000 employees in over 70 countries achieved total revenues of 122.3 billion euros and an 
operating profit of 10.4 billion euros. Benefits for our customers reached 104.6 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on customer 
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 
and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-
looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed 
or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 
competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 
financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured 
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity 
levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) 
interest rate levels, (viii) currency exchange rates including the euro/US-dollar exchange rate, (ix) changes in laws 
and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and 
reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 
global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities 
and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law.  


